


The events of the past year placed previously unimaginable strains on the retall
industry. Store owners pivoted from being ordered to close their stores to keep people
safe, to collectively investing billions of dollars into health and safety protocols and
protective gear. In a matter of weeks, U.S. consumers shifted a significant portion of
their shopping to online and as a result went from paying with various tender forms to
paying almost exclusively with debit and credit cards. In response to this shift, retailers
have invested significant resources to accept, fulfill and deliver online orders to meet the
increased consumer demand.

This shift has greatly increased MRA members’ cost of doing business, placing further
strains on the ability to keep prices low while also faced with rising inflation at such a
critical time. The Federal Reserve Board of Governors can provide direct relief to
retailers in Maryland by enforcing the routing provisions in the 2010 debit reform law
and reducing the regulated debit interchange rate commensurate with cost reductions.

While our members are overwhelmingly utilizing competitive routing for in-store
transactions, they do not enjoy the same access to competitive debit networks when the
card is used online and in mobile transactions. The Board’s proposed clarification will
do that, and simply clarify that banks and payment networks must compete for retailer
business—just as retailers compete for consumer’s business and loyalty—regardless of
where the transaction occurs. Our members report that many banks already enable a
second “PINless” network and can choose amongst service providers when the card is
used online. Unfortunately, they report that some of the largest issuers with a vast
majority of the debit business are not enabling a second network leaving the retailer
with no options but to run across more expensive global networks.

The intent and language of the law is clear, retailers must have access to competitive
networks for debit transactions. No network or issuing bank can remove that choice.
The Board is entrusted to enforce the law, particularly when more dominant networks
are benefiting at the retailer’'s and other network’s expense due to lack of enforcement.
As the Board notes, currently only 6% of online debit transactions are being processed
by single-message networks. This marketplace distortion is clearly problematic and
within the ability of the Board to rectify quickly. An open and competitive market benefits
all stakeholders, most importantly the U.S. consumer.

Therefore, MRA strongly supports the Board acting quickly to finalize the clarifications
and enforce the debit routing provisions. Doing so will help ensure that my members
will have access to at least two unaffiliated debit networks before they head into the
busy holiday season. In addition to providing merchants with the competitive choice to
which they are entitled, the Board of Governors' proposal will help bring about the
competition that is needed to bring debit interchange fees under control. Card
processing fees ultimately increase prices for consumers and cannot be allowed to
continue to grow.



The MRA also respectfully requests the Board act quickly to reduce the regulated debit
rate to reflect both the reduction in cost and fraud burden of the regulated issuing
banks, pursuant to the survey that was released by the Board at the same time as this
request for comment. U.S. merchants paid $24.38 billion in debit interchange fees in
2019.7 With the significant shift to online and card usage, we can only expect that
number to have increased dramatically in 2020. The Board set the current regulated
rate for covered issuers at 21 cents plus five basis points with an additional penny for
fraud adjustment when the law was initially implemented ten years ago. However, even
with issuer costs having reduced by half, the rate has never been adjusted. The Board,
in its biannual survey of issuer costs and fraud losses, reports that it costs covered
issuers less than four cents to process a debit transaction. Additionally, the Board
noted “the percentage of losses from fraudulent transactions reported by covered
issuers absorbed by merchants steadily increased from 38.3 percent to 56.3 percent...”?
These two facts are clear indicators that it is time for the Board to reduce the regulated
rate to bring it into alignment with the statutory requirement that is both reasonable and
proportional to issuers actual costs.

Thank you for your consideration of our member’s views on this proposed clarification to
the regulations. Our association and its members are eager to work with the Board to
ensure robust enforcement of the debit routing law and reducing the regulated debit
rate.

Sincerely,
Cailey Locklair

President
Maryland Retailers Association
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